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METHOD AND SYSTEM FOR LEASING MOTOR VEHICLES TO 
CREDIT CHALLENGED CONSUMERS 



CROSS REFERENCE TO RELATED APPLICATIONS 

[0001] This application claims the benefit of U.S. Provisional Application No. 60/241,601 
filed October 19, 2000. 

FIELD OF THE E^JVENTION 

[0002] This invention relates to a method and system of financing generally, and specifically 
to a metiiod and system for leasing motor vehicles to credit challenged consumers. 

BACKGROUND OF THE INVENTION 

[0003] Personal transportation has become an essential part of modem society as people have 
left urban settings for suburban and rural lifestyles. No longer can income earners rely solely on 
public transportation to travel to the job site. Likewise, the proliferation of supermarkets and 
shopping centers located beyond walking distance from a residence requires the use of personal 
transportation to feed and clothe a household. 

[0004] Personal transportation generally takes the form of a motor vehicle such as an 
automobile, motorcycle or light truck. The vast majority of payment arrangements for 
acquisition of these vehicles is through fmancing. The traditional method for financing the 
purchase price of personal transportation has been for the purchaser to negotiate a loan with a 
fmancmg institution, generally a bank or credit union. 

[0005] In recent years, leasing, rather than purchasing, has become popular. Leasing 
generally requires little or no down payment and the monthly payments are generally 30 to 40 
percent less than a traditional loan of the same term. When a vehicle is purchased, the buyer 
pays the vehicle's full cost. However, when leased, payment is only for the portion of llie 
vehicle's value that is used, because at the end of the lease the vehicle still has a remaining 
(residvial) value. 
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[0006] Under conventional leasing methods, the lessee signs a lease agreement with the 
lessor in which the lessee agrees to pay a specified monthly fee for a specified period of time, 
generally two to five years, in exchange for the use of the vehicle over that specified period of 
time. The monthly fee is based primarily on the vehicle's anticipated depreciation over the term 
of lease plus interest and service charges. 

[0007] Conventional leasing methods include a Closed End (Walk Away) lease and an Open 
End (Finance) lease. In the Closed End lease, the lessee is not responsible for any depreciation 
risk at the end of the lease. There is an opportunity for the lessee to purchase the vehicle at the 
end of the lease for the fair market value, however, there is no obligation to do so. In the Closed 
End lease, the lessee is only responsible for abnormal wear and/or excessive mileage on the 
vehicle, if any. 

[0008] In the Open End lease, a predetermined price is set at the start of the lease for which 
the lessee may buy the vehicle at lease end. However, if the lessee decides not to purchase the 
vehicle at the end of the lease, the lessee is responsible for the residual value when the lease 
period is over. Should the vehicle be worth more than the anticipated residual value, the lessee 
receives the difference. 

[0009] Despite the demonstrated need for a motor vehicle m modem society, more than sixty 
percent of all potential purchasers/lessees visiting dealerships do not qualify for conventional 
financing due to a variety of different factors, including a poor credit history, no credit history 
and/or a perceived inability to make payments. Thus, Ihere is an ongoing need for improved 
methods and systems that permit credit challenged consumers, i.e. consumers that do not qualify 
for conventional financing, to obtain personal transportation, while maintaining the risk position 
of a lessor at an acceptable level. The present invention fulfills this need, and fiorther provides 
related advantages. 

SUMMARY OF THE INVENTION 

[0010] The present invention provides a novel metiiod and system for leasing motor vehicles 

to credit challenged consumers or consumers that do not qualify for conventional financing 
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utilizing a short term prepaid lease in combination with a device utilizing microprocessor 
technology installed in the motor vehicle to encourage payment. The consvimer pays in advance 
to use the motor vehicle for a predetermined lease period. If the consumer does not make the 
prepayment, the device installed in the vehicle will prevent the vehicle from operating during the 
upcoming lease period. 

[0011] The present invention is used to make a determination as to the amount of a weekly 
payment a credit challenged consumer ("Consumer") can afford. Using the weekly payment 
amount, the present invention is then used to extrapolate the value of a vehicle appropriate for 
the Consumer's payment ability and a weekly lease is negotiated. Once the lease has been 
executed, a predetermined operating time is loaded into a device, for example, a device utilizing 
microprocessor based technology, connected to the vehicle's ignition system. The device renders 
the ignition system inoperable upon there being no authorized operating time remaining in the 
device. Each week the Consumer prepays for the next week, and upon bank clearing of the 
payment, an additional week of preloaded operating time is authorized by entering data into the 
device connected to the ignition system. 

[0012] An advantage of the present invention is that by utilizing a short term pre-paid lease 
combined with the ability to make the vehicle non-operational, the credit challenged consumer is 
motivated to continue making payments. 

[0013] Another advantage of the present invention is that the risk to the leasing company is 
reduced to an acceptable level, thereby allowing leases to be offered to a heretofore non-reached 
market share, with a resultant increase in business and profits. 

[0014] Other features and advantages of the present invention will be apparent from the 
following more detailed description of the preferred embodiment, which illustrates, by way of 
example, the principles of the invention. 



BRIEF DESCRIPTION OF THE DRAWINGS 
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[0015] Figure 1 illustrates a checklist to be xised for submitting a Consumer application to a 
Reviewer. 

DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENTS 

[0016] The present invention sets forth a novel method and system for assisting in the leasing 
of motor vehicles to credit challenged consumers. The leasing of motor vehicles according to the 
present invention is generally accomplished through a leasing company or other similar entity. 
While the leasing company is generally owned by a third party, optionally, in one embodiment, 
the owner of a vehicle dealership may establish a separate leasing company to provide leasing 
services to his own dealership. 

[0017] In a preferred embodiment, the leasing system of the present invention provides 
assistance to the leasing company in acquiring a revolving line of credit from a lending 
institution, for example, a commercial bank. The leasing system can determine the dollar 
amount for the revolving line of credit that the leasing company is to obtain from the lending 
institution. The leasing system can also provide information on lines of credit and can provide 
assistance in completing an application. In one embodiment of the present invention, the leasing 
system can include an electronic line of credit appUcation that can be completed and sent to a 
lending institution. In a preferred embodiment, the dollar amount for the line of credit is 
determined to be equal to the amount of business anticipated during a predetermined period, for 
example, two years and is represented by the formula: 

line of credit = deals per month * months in period * average deal value ($). 

For example, a leasing company completing 10 deals per month for a one year period (12 
months) with an average deal value of $5000.00 would need a line of credit of $600,000 (10 *12 
*5000) for the one year period. However, other criterion and other formulas for determining the 
dollar amount for the revolving line of credit can also be used. 

[0018] In addition, the leasing system can provide assistance to the leasing company in 
determining an approximate interest rate to be paid on the revolving line of credit. The leasing 
system can utilize financial information of the borrower and apply the information to an interest 
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rate methodology used by a financial institution to determine the approximate interest rate. For 
example, the leasing system can determine that the line of credit should be secvired at favorable 
interest rate that is directly related to the prime interest rate. The determined approximate interest 
rate can be the prune rate, a half-point under the prime rate, or a half-point over the prime rate, 
depending on the strength of the leasing company and tiie interest rate methodology used. As 
noted above, when the dealership establishes a leasing company tiie borrower is, in essence, the 
dealership, hence, in this situation, it is the financial strength of the dealership that will help to 
determine the interest rate. 

[0019] Following acquisition of the line of credit, the leasing system assists the leasing 
company m obtaining appropriate msurance coverage. The leasing system can assist the leasing 
company in the acquisition of insurance to protect against improper installation, sales, or service 
of add on vehicle items or devices. Additionally, the leasing system can assist tiie leasmg 
company in addmg to then: general garage keeper policy a rider for contingent (excess) liability. 
The leasing system can also assist the leasmg company m obtaining other kinds of insurance that 
are necessary or required for the leasing of motor vehicles. The leasmg system can provide 
mformation on the types of insurance that are available and on those types that may be required. 
In one embodiment of the present invention, the leasing system can include an electronic 
insurance application that can be completed and sent to an insurance company, 

[0020] After the leasing company has acquired a line of credit and the appropriate insurance 
coverage, the leasing system can assist the leasing company in appointing a representative to do 
the approving, funding, and posting of a lease (the "Reviewer"). In one embodiment, the leasing 
system can provide evaluation guidelines pertaining to the Reviewer of the leasing company, 
recommending that the Reviewer possess computer skills, basic accounting skills and have some 
finance and insurance (F & I) experience. However, other types of guidelines can also be used in 
evaluating a possible Reviewer. Optionally, the Reviewer may be employed by both the leasing 
company and the dealership. 
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[0021] The leasing system then provides assistance to the leasing company in selecting the 
right vehicle for the Consumer's individual situation. The leasing system provides the leasing 
company with recommendation guidelines that assist the leasing company in determining the 
vehicle of choice that satisfies the Consumer's needs based upon the dollar amount per week 
lease payment the Consumer can afford. In one embodiment, the recommendation guidelines can 
result in a mid-priced, low maintenance, functional vehicle being selected as the vehicle of 
choice for the Consumer. However, tiie recommendation guidelines can be modified for other 
types of vehicles to be selected. An example of the guidelines, assistance and calculations the 
leasing system can provide the leasing company are as follows: 

[0022] Eligible Model Years : 

36 montii term = current model year to 5 model years old 

24 month term = 6-8 model years old 

12 month term = 9 & 10 model years old 

[0023] The leasing system can have a guidelme that, for example no vehicle will qualify if it 
is greater than 10 model years old 

[0024] Mileage/Term Requhements : 

Under 60,000 miles = maximum 36 months (156 weeks) 

60,000-100,000 miles = maximum 24 month (104 weeks) 

100,000-130,000 = maximum 12 months (52 weeks) 

[0025] The leasing system can have a guidelme lhat, for example, 18 and 30 month terms 
will be considered for marginal vehicles and mileage. 

[0026] Capitalized Cost : 

[0027] The leasing system can provide assistance in determining the net capitalized cost. For 
example, the maximum net capitalized cost of a lease can be set to be no more than 120% of 
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current NADA retail value. The leasing system can further have a guideline that, for example, no 
vehicle may be considered for the program with a net cap cost of more than $13,000.00. 

[0028] Vehicles of Choice : 

[0029] The leasing system preferably has guidelines that any vehicle with a history of good 
reliability and that can be obtained for a reasonable price is suited for the program. For example, 
a Cavalier, Prism, Escort, Lumma, Malibu, Taurus, Corolla, Saturn, S-10 Ranger truck. Venture, 
and Windstar minivans, most full size pick-ups, and Jeep Cherokee can be used for the program. 

[0030] Vehicles Excluded from the Program : 

[0031] The leasing system can also have guidelines that vehicles with mechanical problems, 
with pre-existing damage or known problems or with poor or undetermined reliability should be 
excluded from the program. For example, late model automobiles with demonstrated head 
gasket and transmission problems, kit cars, modified or lifted trucks, and any vehicle with a 
branded title, i.e., "R", Flood, etc. will preferably be excluded from the program. 

[0032] Residual Value Calculation : 

[0033] The leasing system can provide assistance in determining the approximate residual 
value of the vehicle to be leased by subtracting the number of years of the lease from the year of 
the vehicle being leased. Recording the current trade-in value for the vehicle using, for example, 
a current edition NADA guide. Then taking the current mileage of the vehicle being leased and 
adding 20,000 miles for each year of the lease to obtain an adjusted mileage for the vehicle. If 
there is a deduction for the adjusted mileage, then the trade-in value for the vehicle is reduced 
by that amount. Finally, the adjusted trade-in value is multiplied by 60% to determme the 
approximate residual value. Residual values may be adjusted, for example, 5% either way, but 
not without proper justification and approval. Currently, IRS regulation M states: A residual can 
never be less than 10% of the gross capitaUzed cost. 
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[0034] For example, to detemiine the residual value on a 1998 Cavalier 4-Door Sedan with 
35,000 miles for a 3-year lease, the first step would be to subtract the lease term (3 years) from 
the model year (1998) of the vehicle to be leased, (1998 - 3 = 1995). Next, the trade-in value of 
a 1995 Cavalier 4-Door Sedan is determined ($3225). The existing mileage (35,000) is added to 
the mileage adjustment for the 3 year term (20000 * 3 = 60000) to obtain the adjusted mileage 
(95000) to use in determining the trade-in value. If there is an adjustment for the adjusted 
mileage (-$500), this is accounted for in the adjusted trade-in value ($2675). Finally, multiply 
the adjusted trade-in value by 60% ($2675 * .6) to obtain the residual value ($1605). 

[0035] Money Factors : 

[0036] The leasing system can provide assistance in determming a money factor to be used. 
For example, m one embodiment, an approxunate .00875 money factor (equivalent to approx. 
19.8%) can be used. A moderate lease factor, for example, a factor that equates to a percentage 
less that the maximum percentage rate allowed by law, is used to not take advantage of the 
customer and help avoid the scrutiny normally associated with sub-prime financing. Also, 
because the default rate associated with the present invention is exceptionally low, this money 
factor affords ample reserves. Ideally, the ratio of the borrowing interest rate (what the leasmg 
company pays) to the lenduig interest rate (what the customer pays) should be approximately 
1:2. However, other ratios between the borrowmg uiterest rate and the lending interest rate can 
be used. 

[0037] The leasing system of the present mvention also provides the leasing company 
assistance m determining a Consumer best suited for receiving a lease of this type. The leasing 
system can assist the leasing company in evaluating, for example, the Consumer's weekly 
income, job history, and residential stability for eligibility for a lease. The leasing system also 
assists the leasing company in determining the Consumer's available amount of cash and/or trade 
equity and the amount of equity that is required to complete the lease transaction. In one 
embodiment, the available amount requirement may be tailored to each Consumer, however, this 
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amount should preferably be an amount great enough to cover, for example, all lease acquisition 
fees and the Consumer's furst two weekly payments. 

[0038] After a salesperson from the dealership and the Consumer have completed vehicle 
model and pricing negotiations, the leasing system assists the salesperson or optionally, a special 
finance manager, in completing and forwarding, preferably in an electronic format, the required 
forms and information to the Reviewer for lease approval. The leasing system can provide the 
salesperson with a checklist, such as the one in Figure 1, to assist the salesperson in ensuring that 
the required forms and information are transferred to the Reviewer. 

[0039] In one embodiment of the present invention, the leasing system includes electronic 
L* versions of the forms that are included on the checklist and an electronic checklist. The 
Q salesperson can tiien enter the information into the electronic forms and checklist and after all the 
Q ^^^red information has been entered, tiie salesperson can transfer the information 

electronically, e.g. by facsimile, e-mail or by modem, to the Reviewer. After review of the 
»p transferred information by the Reviewer, or other designated leasing company representative, an 

approval worksheet is completed with the assistance of the leasing system and is returned 
r* electronically, e.g., by facsimile, e-mail or computer modem, to the salesperson or special 
y, finance manager. The approval worksheet is then used in giving an approval, an approval with 

qualifications, a requests for fiirther information, or a denial of ttie lease. 

[0040] Upon approval of the lease and in accordance wiA the leasing system, flie salesperson 
or special finance manager delivers the vehicle to the Consumer in return for the required 
paperwork, insurance mformation and cash down payment or tode-in (the "deal package"). The 
deal pack^e is taken to an office, for example, the dealership business office, where the 
Consumer's check and/or cash is deposited and the deal is booked. The business office then 
issues a check to the leasing company for the acqviisition fees and the Consumer's first two 
weekly payments. These items, along with the leasmg company packet including the 
aforementioned items, are forwarded to the Reviewer for funding. 
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[0041] The Reviewer reviews the packet to insure all information is correct and complete, 
and if so, the leasing system assists the leasing company in submitting an authorization to the 
lending institution with appropriate documents. The appropriate documents submitted to the 
lending institution include, for example, the lease agreement, a copy of the automobile title 
displaying the lending institution as the lien holder, and any other forms or information as 
required by the lending institution. Upon receipt of the authorization, the lending institution 
funds the vehicle sales contract by depositing the net cap cost, defined as the total sales price less 
cash down or trade equity, into the leasing company's account. 

[0042] The leasing system then provides the leasing company assistance in transferring 
money to the vehicle dealership. The leasing company can, for example, issue a check to the 
dealership, or alternatively, if the leasing company and the dealership are owned by the same 
principal, a bank account jointly accessible by both the leasing company and the dealership may 
be utiUzed, in which case the physical transfer of funds is not necessary. 

[0043] The information on each lease is tracked by the leasing company using the leasing 
system, for example, by utilizing a computer. The leasing system also helps the leasing company 
generate any required schedules associated with the lease. The generated schedules can include, 
for example, schedules for state sales taxes, mcome statements, depreciation schedules, payoff 
schedules, credit reports and amortization tables. Altematively, the leasing system can be used 
to transfer the lease mformation to a third party who, for a fee, will track the lease and issue 
required schedules to the leasing company. 

[0044] An integral part of the leasing system of the present invention is the ability to 
motivate the Consumer to make the prepayment for the period of upcoming use of the motor 
vehicle. The leasing system assists the leasing company and/or the dealer in selecting and 
installing to manufacture's instructions a device which, in the motor vehicle, engages to prevent 
operation of the motor vehicle unless the lease payment is made in advance for the upcoming 
operational period. The leasing system can provide information on the different types of 
disabling devices that are available. 
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[0045] One way to achieve this prepayment from the Consumer is to add a device with a 
microprocessor to the vehicle's ignition system that prevents starting the vehicle without a proper 
authorization that is contingent upon prepayment by the Consumer. Upon receipt of the 
prepayment from the Consumer, the leasing system arranges for authorization or data to be 
transferred to the device in the vehicle to enable the vehicle to be operated for the upcoming 
operational period. 

[0046] In one embodiment, the authorization or data transferred to the device is an 
authorization code, which is entered mto the microprocessor, although other techniques for 
transferring authorization or data to a device can be used. The authorization code can be entered 
into the microprocessor by way of an accessible keypad associated with the device, e.g. a keypad 
U mounted to the dashboard of the vehicle or the authorization code can be transferred to the 
Q device and entered into the microprocessor from a distance via electromagnetic radiation or 

0 waves such as radio waves or a cell phone. The entry of the data or authorization into the 
microprocessor deactivates the device in the vehicle that disables the vehicle, thereby permitting 

;^ operation of the vehicle for the prepaid operational period. 

1^ [0047] Upon delivery of the vehicle to the Consumer, a plurality of predetermined 
[j^ authorization codes are entered by a representative of the leasing company, for example, the 

01 salesperson or special finance manager, which will permit the vehicle to operate for the prepaid 
period of the lease. This plurality of authorization codes equals, for example, a separate code for 
each payment period, plus a predetermined number of codes for emergency use. Additionally, a 
reset code, unique to each microprocessor is entered. As each payment for the upcoming lease 
period clears the bank, the leasing company provides the authorization code that has been pre- 
loaded into the microprocessor as described above. The subsequent entry of this pre-loaded code 
permits continued operation of the vehicle for the next prepaid lease period. 

[0048] Because a predetermined number of codes are preloaded into the microprocessor, the 
leasing system allows the customer to prepay for more than one period and have the 
predetermined authorization codes for those pre-paid periods entered into the microprocessor at 
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one time. In this manner, the customer will not have to be bothered with entering authorization 
codes as each time period expires if the next time period has already been paid. 

[0049] These periods may be of any duration, however, for the credit challenged consumer, 
shorter periods such as, for example, weekly, bi-weekly or monthly periods are more affordable. 
In this manner, the credit challenged consumer is motivated to make the lease payment to avoid 
having an inoperable vehicle. 

[0050] Should a payment period be missed and the vehicle disabled, entry of a predetermined 
emergency code will allow the vehicle to be operated for a predetermined period of short 
duration, in response to emergencies. If all of the pre-loaded emergency codes have been used, 
entry of the unique reset code will reset the emergency codes for additional use. This is 
particularly important when, for example, the vehicle needs to be repossessed, thereby allowing 
activation of the repossessed vehicle, permitting it to be driven away, rather than having to tow 
or transport the vehicle, 

[0051] Optionally, additional technology can be an installed, for example, Global Positional 
Systems and Radio Frequency Identification, useful in assisting the leasing company and/or the 
dealership in tracking and recovering the vehicle in the event that the Consumer discontinues 
making payments and the vehicle becomes disabled. 

[0052] In one embodiment of the present invention, the functions and assistance of the 
leasing system are integrated into a computer program executable by a general purpose 
computer. The use of the computer program permits rapid and accurate calculation of values, 
easy and quick access to required reference information, an easier way for filling out required 
forms and simpler and faster communications with other computers, as required by the leasing 
system. The computer program can be accompanied by a reference manual that provides 
additional information that is not part of the computer program, but may be needed for use in the 
leasing system. The computer program can be used as a guide a person through the set-up of a 
leasing company to the completion and of a lease with the Consumer. 
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[0053] Although the present invention has been described in connection with specific 
examples and embodiments, those skilled in the art will recognize that the present invention is 
capable of other variations and modifications within its scope. For example, while an 
automobile lease has been used as an exemplar, it should be appreciated that all items having the 
capability to be programmably disabled, for example, commercial vehicles such as trucks, farm 
vehicles and construction vehicles, as well as motorcycles, boats, airplanes and electronic items 
are suited to the system and method of the present invention. These examples and embodiments 
are intended as typical of, rather than in any way limiting on, the scope of the present invention 
as presented in the appended claims. 
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